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(2) Secured by deposits in another fi-
nancial institution;

(3) Fully or partially insured or guar-
anteed by any agency of the Federal
government, state, or its political sub-
divisions;

(4) Subject to an advance commit-
ment to purchase by any agency of the
Federal government, state, or its polit-
ical subdivisions.

(b) Step 2. Divide the numerator by
net worth.

§ 723.10 What waivers are available?
You may seek a waiver for a category

of loans in the following areas:
(a) Loan-to-value ratios under § 723.7;
(b) Maximum loan amount to one

borrower or associated group of bor-
rowers under § 723.8;

(c) Construction and development
loan limits under § 723.3;

(d) Requirement for personal liability
and guarantee under § 723.7; and

(e) Appraisal requirements under
§ 722.3.

§ 723.11 How do you obtain a waiver?
To obtain a waiver, a federal credit

union must submit a request to the Re-
gional Director (a corporate federal
credit union submits the waiver re-
quest to the Director of the Office of
Corporate Credit Unions). A state char-
tered federally insured credit union
must submit the request to its state
supervisory authority. If the state su-
pervisory authority approves the re-
quest, the state regulator will forward
the request to the Regional Director
(or if appropriate the Director of the
Office of Corporate Credit Unions). A
waiver is not effective until it is ap-
proved by the Regional Director (or in
the case of a corporate federal credit
union the Director of the Office of Cor-
porate Credit Unions). The waiver re-
quest must contain the following:

(a) A copy of your business lending
policy;

(b) The higher limit sought (if appli-
cable);

(c) An explanation of the need to
raise the limit (if applicable);

(d) Documentation supporting your
ability to manage this activity; and

(e) An analysis of the credit union’s
prior experience making member busi-
ness loans, including as a minimum:

(1) The history of loan losses and
loan delinquency;

(2) Volume and cyclical or seasonal
patterns;

(3) Diversification;
(4) Concentrations of credit to one

borrower or group of associated bor-
rowers in excess of 15% of net worth;

(5) Underwriting standards and prac-
tices;

(6) Types of loans grouped by purpose
and collateral; and

(7) The qualifications of personnel re-
sponsible for underwriting and admin-
istering member business loans.

§ 723.12 What will NCUA do with my
waiver request?

Your Regional Director (or the Direc-
tor of the Office of Corporate Credit
Unions) will:

(a) Review the information you pro-
vided in your request;

(b) Evaluate the level of risk to your
credit union;

(c) Consider your credit union’s his-
torical CAMEL composite and compo-
nent ratings when evaluating your re-
quest; and

(d) Notify you whenever your waiver
request is deemed complete. Notify you
of the action taken within 45 calendar
days of receiving a complete request
from the federal credit union or the
state supervisory authority. If you do
not receive notification within 45 cal-
endar days of the date the complete re-
quest was received by the regional of-
fice, the credit union may assume ap-
proval of the waiver request.

§ 723.13 What options are available if
the NCUA Regional Director denies
my waiver request, or a portion of
it?

You may appeal the Regional Direc-
tor’s (or the Director of the Office of
Corporate Credit Unions) decision in
writing to the NCUA Board. Your ap-
peal must include all information re-
quested in § 723.11 and why you disagree
with your Regional Director’s (or the
Office of Corporate Credit Union Direc-
tor’s) decision.

§ 723.14 How do I classify loans so as
to reserve for potential losses?

Non-delinquent member business
loans may be classified based on fac-
tors such as the adequacy of analysis
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and supporting documentation. You
must classify potential loss loans as ei-
ther substandard, doubtful, or loss. The
criteria for determining the classifica-
tion of loans are:

(a) Substandard. Loan is inadequately
protected by the current sound worth
and paying capacity of the obligor or of
the collateral pledged, if any. Loans
classified must have a well-defined
weakness or weaknesses that jeop-
ardize the liquidation of debt. They are
characterized by the distinct possi-
bility that the credit union will sustain
some loss if the deficiencies are not
corrected. Loss potential, while exist-
ing in the aggregate amount of sub-
standard loans, does not have to exist
in individual loans classified sub-
standard.

(b) Doubtful. A loan classified doubt-
ful has all the weaknesses inherent in
one classified substandard, with the
added characteristic that the weak-
nesses make collection or liquidation
in full, on the basis of currently exist-
ing facts, conditions, and values, high-
ly questionable and improbable. The
possibility of loss is extremely high,
but because of certain important and
reasonably specific pending factors
which may work to the advantage and
strengthening of the loan, its classi-
fication as an estimated loss is de-
ferred until its more exact status may
be determined. Pending factors in-
clude: proposed merger, acquisition, or
liquidation actions; capital injection;
perfecting liens on collateral; and refi-
nancing plans.

(c) Loss. Loans classified loss are con-
sidered uncollectible and of such little
value that their continuance as loans
is not warranted. This classification
does not necessarily mean that the
loan has absolutely no recovery or sal-
vage value, but rather, it is not prac-
tical or desirable to defer writing off
this basically worthless asset even
though partial recovery may occur in
the future.

§ 723.15 How much must I reserve for
potential losses?

The following schedule sets the min-
imum amount you must reserve for
classified loans:

Classification Amount Required

Substandard .......................... 10% of outstanding amount
unless other factors (for ex-
ample, history of such
loans at the credit union)
indicate a greater or lesser
amount is appropriate.

Doubtful ................................. 50% of the outstanding
amount.

Loss ....................................... 100% of the outstanding
amount.

§ 723.16 What is the aggregate member
business loan limit for a credit
union?

The aggregate limit on a credit
union’s outstanding member business
loans (including any unfunded commit-
ments) is the lesser of 1.75 times the
credit union’s net worth or 12.25% of
the credit union’s total assets. Net
worth is all of the credit union’s re-
tained earnings. Retained earnings nor-
mally includes undivided earnings, reg-
ular reserves and any other appropria-
tions designated by management or
regulatory authorities. Loans that are
exempt from the definition of member
business loans are not counted for the
purpose of the aggregate loan limit.

§ 723.17 Are there any exceptions to
the aggregate loan limit?

There are three circumstances where
a credit union qualifies for an excep-
tion from the aggregate limit. Loans
that are excepted from the definition
of member business loans are not
counted for the purpose of the excep-
tions. The three exceptions are:

(a) Credit unions that have a low-in-
come designation or participate in the
Community Development Financial In-
stitutions program;

(b) Credit unions that were chartered
for the purpose of making member
business loans and can provide docu-
mentary evidence (such evidence in-
cludes but is not limited to the original
charter, original bylaws, original busi-
ness plan, original field of membership,
board minutes and loan portfolio);

(c) Credit unions that have a history
of primarily making member business
loans, meaning that either member
business loans comprise at least 25% of
the credit union’s outstanding loans
(as evidenced in any call report filed
between January 1995 and September
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